khhkkkhkkhkhkkhhkkhhkhhhkhhhhhhhhkhhhhhhhhkhhhhhhdhhhhdhhhdhhdhdhdrdxx

COMMISSION MEETING
THURSDAY, NOVEMBER 14, 2002
MINUTES

Chair Orr called the meeting to order at 1:00 p.m., at the Doubletree Guest Suites in Seattle. He welcomed the attendees
and introduced members and staff present:

MEMBERS PRESENT: COMMISSIONER GEORGE ORR, Chair;
COMMISSIONER LIZ McLAUGHLIN, Vice Chair;
COMMISSIONER CURTISLUDWIG,;
COMMISSIONER JANICE NIEMI;
COMMISSIONER ALAN PARKER;
SENATOR MARGARITA PRENTICE;
SENATOR SHIRLEY WINSLEY;,

OTHERS PRESENT: RICK DAY, Executive Director;
ROBERT BERG, Deputy Director, Operations;
ED FLEISHER, Special Assistant, Policy & Government Affairs;
DERRY FRIES, Assistant Director, Licensing Operations,
CALLY CASS-HEALY, Assistant Director, Field Operations;
AMY PATJENS, Administrator, Communications & Legal;
JERRY ACKERMAN, Assistant Attorney General;
SHIRLEY CORBETT, Executive Assistant

Employee Service Recognition Awards:
Director Day and Chair Orr presented a 5-year employee recognition award to Bill Frey, 10-year employee recognition
awardsto Tina Griffin and Amy Patjens, and a 20-year employee recognition award to Patrick Parmer.

1. REVIEW OF AGENDA AND DIRECTOR'SREPORT:
Director Day briefly reviewed the agendafor Thursday and Friday agenda, and noted that Friday's meeting would
commence at 8:30 am. Heaso identified inserts added to the agenda packet after distribution.

Administrative |ssues reports were provided:

1. Director Day provided abrief overview of the October 25 Legidative Roundtable conducted in Renton. Director
Day and Ed Feisher appeared before Senator Prentice’ s Committee to discuss the EIC bill. A PowerPoint
presentation was included that addressed four points: 1) aclear description of the game that may be legalized, 2) an
issue referencing any statewide caps or limits, 3) central reporting systems, 4) discussions around net-win and and/or
how to get to a net-revenue potential for the state, and what factors needed to be considered in that process.

2. Strategic Planning: Director Day highlighted the agency’ s action team progress, noting there are about 10 action
teams involving approximately 74 employees. The teams deal with everything from strategic planning through
policy development. Thisis an effort to make sure we involve a large number of employees to develop and bring
forward better policy decisions, or the best possible decisions we can, to improve consistency in the agency and to
get more work done faster by calling on a broader range of people. Regarding the strategic planning, the goal isto
present a proposed 5-year plan to the Commission at the August 2003 meeting. We are in the process of drafting
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goals for developing and retaining valued employees, to foster a positive work environment, pursue innovations and
improvements in the agency, conduct business simply, and to build stronger relationshipsin a variety of interest
groups and individuals associated with the Commission. An agency conference is scheduled for May of 2003.

Director Day addressed the following Correspondence Issues:

1. Correspondence was received from Craig Stevenson regarding restrictions on interstate raffle activities, he asked
about having the ability to pay for aticket in a drawing, which occurred in another state. Staff continues to work
with him in case Mr. Stevenson isinterested in bringing a proposal to the Commission. Current statute and rules are
designed so that if thereis araffle that Washington residentsinvest in, it occurs in Washington, and thereis an
ability to follow through and ensure the prizes are awarded for the individual who paid for the ticket in Washington.

2. Personal Services Contract with the Council on Problem Gambling-November 1, 2002 through June 30, 2003.
Director Day noted the contract has been executed and has been approved by OFM and the Assistant Attorney
General. The agency has entered into a restructured relationship for direct services relative to payment of the hotline
operation.

3. Director Day drew attention to the November/December edition of "The Washington CPA" wherein an article was
featured by staff member David Trujillo regarding "Protecting the Greater Good: Following the Professional Code
of Conduct." Mr. Trujillo, a CIU supervisor, is on the board.

Director Day reviewed the administrative case update. Afifi Shriners was removed from the agenda because it is now
an expired license. Game Tech has been settled and is now waiting to go through the final approval processes. Further
updates will be provided at the next meeting. Regarding Federal Congressional legisation, the only new item is Senate
Bill 3006, making Internet gambling illegal.

Director Day noted various news articles of interest that were included in the agenda packet.

2. New Licenses, Changes, and Tribal Certifications:
Commissioner McL aughlin made a motion seconded by Commissioner L udwig to approve the new licenses, changes,
and tribal certifications listed on pages 1 through 20 of the agenda packet under License Approvals. Vote taken; the
motion carried with four aye votes.

3. House-Banked Card Room Review:
Rocco Gaming, Inc., d/b/a/ Hide-Away Card room, Federal Way:
Derry Fries Assistant Director, reported this organization has applied for alicense to operate five tables of house-
banked card games. The applicant was incorporated as a privately held Washington profit corporation in February of
2002. The corporation headquartersis located in Renton. Mr. Fries provided the stock and shareholder information.

Mr . Friesnoted that Rocco Gaming does not hold any other licenses at thistime. However, Tim and Michael 1szley
have a substantial interest in the following house-banked card rooms. Silver Dollar/Tukwila, Silver Dollar/Tacoma,
Silver Dollar/Sea Tac, Silver Dollar/Mountlake Terrace, Golden Nugget/Shoreline, Golden Nugget/Tukwila, Habana
Café & Casino/Tacoma, not in operation at thistime, and they have a pending application for the Golden

Nugget/L akewood.

Specia agents from the Financial Investigations Unit of the Commission conducted criminal and personal background
checks on all substantial interest holders and initiated and completed a financial investigation on both the corporation
and personal member finances to determine possible hidden ownership, unreported substantial interest holders,
undisclosed ownership involvement in other activities, and sources of all funding to start up the business and
purchase/lease of the equipment and/or building. No information was noted that would preclude any substantial interest
holder or the corporation from involvement in the operation of a house-banked card room.

Specia agents also completed an on-site pre-operational review and evaluation (PORE), in accordance with the rules of
the Commission, which consisted of an examination and evaluation of the applicant's internal controls, physical layout,
gambling equipment and supplies, surveillance and security, types of games and number of gaming stations; and card
room staffing. On-site records and information were compared to the materias submitted with the basic license
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application. Based on the results of the licensing investigation and the PORE, staff recommended ROCCO Gaming,
Inc., d/b/a/ Hideaway Card Room be licensed as a house-banked public card room to operate up to five tables with a
maximum betting limit of $25. Tim | szley thanked Commission staff for working so hard and doing such agood job on
this project.

Commissioner McL aughlin asked why someone would form so many corporations. Mr. Friessaid it is done for
business reasons, tax purposes, liability, and personal reasons.

John McFarland, City of Tukwila reported that Mr. 1szley has been doing business in the city for four years. During
that time, the city has had a very positive experience. Mr. Iszley has been avery activein participating in community
events and charitable events. Since he has taken over ownership of the Silver Dollar, Mr. McFarland reported there have
been no local law enforcement or local ordinance concerns with Mr. 1szley's operation. He noted that the establishments
that are currently operationa in the city are very well run and represent an appreciative revenue stream.

Rick Newgard, Seattle Jr. Hockey, thanked Tim Iszley and the Silver Dollar Casino for their participation in youth
athletics in the greater Seattle area. He reported they are very involved in the community, and have been a great
financia contributor in the community.

Commissioner McL aughlin made a motion seconded by Commissioner L udwig to approve licensure of Rocco
Gaming, Inc., d/b/aHideaway Card Room as a house-banked card room authorized to operate up to five tables with a
maximum betting limit of $25. Vote taken; the motion passed with four aye votes.

Bayou Bistro, Inc., d/b/a/ BC McDonald's, Bothell:

Derry Fries Assistant Director, noted Bayou Bistro applied for alicense to operate five tables of house-banked card
games. The applicant was incorporated as a privately held corporation in March of 1999. Corporate headquarters are
located in Bothel. Mr. Fries provided shareholder information and noted that they have no other licenses at thistime.

Specia agents conducted criminal and personal history background checks on all substantial interest holders. Special
agents initiated and completed afinancia investigation on the corporate and personal member finances to determine
possible hidden ownership, unreported substantial interest holders, undisclosed ownership involvement in other
activities; and sources of all funding to start up the business and purchase/lease of the equipment and/or building. No
information was noted that would preclude any substantial interest holder or the corporation from involvement in the
operation of a house-banked card room. Special agents also completed an on-site pre-operational review and evaluation
(PORE), which consisted of an examination and evaluation of the applicant's internal controls, physical layout, gambling
equipment and supplies, surveillance and security, types of games and number of gaming stations, and card room
staffing. Onsite records and information were compared to the materials submitted with the basic license application.
The applicant was found to be in compliance. Based on the results of the licensing investigation and the PORE, staff
recommended Bayou Bigro, Inc., d/b/al BC McDonald's be licensed as a house-banked public card room authorized to
operate up to five tables with a maximum wagering limit of $25. Charles Delacer dia was available for questions.

Commissioner Ludwig asked if there was anything significant about the name. Mr. Delacer dia replied that they
purchased the land from BC McDonald and kept the name. Commissioner M cL aughlin asked if he owned a business
before and was told that he did not.

Commissioner Ludwig made a motion seconded by Commissioner Niemi to approve licensure of Bayou Bistro, Inc.,
d/b/al BC McDonald's as a house-banked card room authorized to operate up to five tables with a maximum betting limit
of $25. Vote taken; the motion passed with four aye votes.

House-Banked Card Room Statistical Monthly Report:
Derry Fries Assistant Director, reported there are now 74 licensed house-banked card rooms currently operating; two
are licensed, but not operating. There are 15 pending applications on report.
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4. Phasell Review:
Golden Nugget, Shoréeline:
Greg Thomas, Program Manager for the Northwest Region, reported that the Golden Nugget Casino is acommercial
card room and lounge located in Shoreline, owned by Shoreline Gaming Corp., of which Tim Iszley owns 66.5 percent
and Michadl Iszley owns 22.5 percent of the stock. Other individuals own the remaining 11 percent. There are no other
management companies involved in Golden Nugget Casino. The casino began gaming on May 9, 2002. They are
currently operating five house-banked tables consisting of one Lucky Lady Blackjack, one Three Card Poker, one
Spanish 21, one Blackjack, and one Fortune Pai Gow Poker. The licenseeis currently licensed to operate at a maximum
of $25 betting limits.

The Phase 11 review team compared actual operating procedures to the WAC governing card room activity. The
licensee's written internal controls were aso reviewed for compliance and consistency with actual operating procedures
and record keeping verification. No material violations werenoted. The city of Shoreline was contacted and confirmed
the licensee was current with all local card room taxes. Shoreline Police Department was contacted to affirm there were
no adverse impacts. Based on the review, staff recommended that Golden Nugget Casino be approved to operate at
Phase Il wagering limits.

Todd McClane, General Manager of the Golden Nugget, thanked commission staff for doing such afine job.

Commissioner Ludwig made amotion seconded by Commissioner M cL aughlin to approve the Golden Nugget Casino
in Shoreline to operate at Phase 11 wagering limits of $100. Vote taken; the motion passed with four aye votes.

5. Group V Qualification Review:
Sno-King Amateur Hockey Association, Kirkland:
Deputy Director Bob Berg provided an evaluation for year ending June 31, 2001. He reported this organization was
formed in 1965, to promote, develop, and supervise youth who participate in hockey programs and to ingtill in them the
value of hard work, discipline, fair play, sportsmanship, and respect for authority. Volunteers for the organization
donated approximately 10,000 hours of volunteer time. The licensee holds Bingo and Pull-tab licenses.

The staff analysis of the financial statements, narrative, and supplemental information indicated the organization made
significant progress towards accomplishing their stated purposes. Sno-King Amateur Hockey Association is qualified as
a bona fide charitable nonprofit organization for purposes of conducting authorized gambling activities in the state of
Washington. Staff recommends Sno-King Amateur Hockey Association be certified to conduct gambling activitiesin
the state of Washington as a nonprofit organization.

Mr. Mathew Blondin, Executive Director, provided a presentation highlighting the services provided by the Sno-King
Amateur Hockey Association and to provide an explanation asto how their income is derived. After his presentation,

Mr. Blondin thanked commission staff person, Linda Waters for her support. He said she modified her schedule at his

request to meet with him on aface-to-face basis and that she deserved recognition. There was no other public input.

Commissioner L udwig made amotion seconded by Commissioner M cL aughlin to certify Sno-King Amateur Hockey
Association to conduct gambling activities in the state of Washington as a nonprofit organization. Vote taken; the
motion passed with four aye votes.

Chair Orr called for arecessat 2:15 p.m., and recalled the meeting at 2:35 p.m.

6. Reguestsfor Variance:
Yakima YWCA, Yakima:
Melinda Froud, Staff Attorney, gave an overview of the history and importance of the Adjusted Cash Flow Rule the
Commission has been discussing.  She said concern about returns has been an issue for 20-years. The Commission has
had two task forces and staff study committees working on thisissue. In 1983, Commission staff prepared a report to the
Governor and Legidlature, which expressed concern for the increased size of nonprofit Bingo game gross receiptsin
relation to the decline of funds returned back to the organization’'s stated purposes. The report stated in part: “Either too
much money is being given away as prizesto attract players, or expenses have become too great, or a combination of
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both. In either event, good management and the principal of accountability dictates that Bingo games operated for the
purpose of raising funds for charitable and non-profit purposes must be required to do just that; raise funds and be
accountable.”

Since that time the Commission has explored different ways to help nonprofit organizations meet this purpose, including
new class sizes, prize payout limitations, and net return requirements. RCW 9.46.070 gives the Commission the
authority to regulate and establish maximum limitations on income derived from Bingo, including the extent to which
income derived from Bingo is used for charitable purposes. However, the Commission has historically only regulated
the bottom line for licensees. Asthe regulation of Bingo activities shifted in the early 1990’s, Commission staff found
that many nonprofit organizations were having difficulty meeting their net return requirements. In response, the
Commission reduced the net return requirement by one percent and allowed variances for the director’s approval. In
1995, after recommendations by another net return task force, the Commission made further reductions from one half to
one percent of the net return requirements and profit through amusement games, and raffles were added to the
calculation. 1n 1998, another task force comprised of staff and licensees affected by the net return requirements, was
created as the result of the continuing decline in Bingo activity. The task force brought forth many new rule change
proposals. During that time a net return moratorium was established which slashed the net return requirements across
the board by five percent.

Prior to adopting the proposed Adjusted Cash Flow Rules, the Commission acknowledged their potential effects.
Former Commissioner Forrest noted there might be some casualties among the Bingo operators once the rules took
effect. He also indicated that the Commission would not have another fix or continuation regarding the process. He
commented that if Bingo “is a continually shrinking market, eventually some people will have to leave." Moreover,
Commissioner Forrest recognized that if licensees were unable to meet the minimum contribution, they would need to
close. Thetiming of the new rules gave the licensees an opportunity to make the necessary changes for compliance.
Recognizing that Bingo is avery cyclical business, staff explained the rules before they were passed, and explained that
they didn’t want to have any formal sanctions until an organization did not meet the requirements for afull year. This
would give all licensees the same opportunity to make the necessary changes for compliance. During rule discussions,
staff stated that the two main goals of the rules were to simplify the process of keeping it fair meeting basic accounting
standards, and to focus the measurement on the dollars available from the Bingo operation for the stated purposes of the
charity or nonprofit. WAC 230.20.059 became effective on April 1, 2001, and provided in part that if alicensee failed to
meet its adjusted cash flow requirements when averaged over any consecutive four-quarter period, the director shall
issue administrative charges for revocation. The rule sets forth two kinds of variances that may be available to licensees
that fail to meet the required adjusted cash flow so long as certain criteriaare met. The first type of variance may be
granted if the licensee is within ten percent of the amount required over four consecutive calendar quarters based on the
licensees' plan to gain compliance.

Neither of the licensees before the Commission today qualifies for this type of variance. The second type of variance
may be granted if alicensee had along-term, legally binding financial obligation for its Bingo facility prior to April 1,
2001. The licensee may have avariance of up to two years based on the licensees' plans to gain compliance during that
time. This variance was intended to provide temporary relief for licensees that have entered into excessive rental or lease
agreements prior to the effective date of the rule. The variance may be granted to give the licensees time to renegotiate
the building obligation or to make more economical arrangements. Both licensees today have requested the full two-year
variance allowed, and the director and staff have determined that the variances must start at the beginning of that first
four-quarter measurement period in which each licensee was out of compliance. Under the rule, the two petitioning
licensees were out of compliance starting with the first four quarters therule took effect. Therefore, any variance
granted today would start with the second quarter of 2001 and continue through the first quarter of 2003, ending at that
point.

In analyzing the second type of variance petition, the Director and staff came up with three steps, or factors, for
considering these petitions. The first was whether along-term obligation existed for the Bingo facility. The second was
whether, under staff’ s guidelines, the variance allows the licensee to come into compliance to date, and third, whether the
licensees' compliance plan projects that it will be in compliance after the variance period is over.

Thefirst step involves verification of some type of lease agreement or mortgage documentation. Staff reviews the
obligation expense claim to determine how it is excessive in comparison with similarly situated Bingo operators. For the
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second step, determination of whether the variance will alow the licensee to meet the adjusted cash flow requirement,
staff came up with certain guidelines for calculating the variance. The maximum amount available could not exceed the
amount needed each quarter to be banked over multiple quarters, or allow the licensee to operate with a negative cash
flow. Moreover, the amount may not include depreciation since credit has already been given to all licensees for that in
the adjusted cash flow calculations. The last step requires that the licensee be in compliance after duration of the
variance. WAC 230.20.059 requires that a licensee requesting a variance must submit a plan for future compliance after
it fails to meet the adjusted cash flow. The rule providesin part that the licensee must take steps to reduce its expenses
and prizes paid.

In addition to this first compliance plan regarding immediate changes, staff also requested that each licensee submit a
forecast of its anticipated compliance with the adjusted cash flow requirements through 2003, as well as a dollar amount
for the variance requested for each quarter. Staff also reviewed the percentage of gambling receipts paid out by licensees
as Bingo prizes compared to the percentage paid out by other operators, since staff noticed that licensees that fail to meet
the requirements might have excessive payout percentages. Based on this information from the licensees, staff
determined whether each one was likely to be in compliance after the variance period expired. Under the current rule,
staff believes that the Commission must find that the licensees meet the criteriafor each of these three stepsin order to
receive avariance under the rule. The amount of proceeds required to be returned back to the licensee’ s charitable
purposes has been repeatedly lowered and is now arelatively small percentage of a nonprofit’s overall gambling receipts.
Staff believes that noncompliant operators take gambling proceeds away from other organizations, and that only
licensees in compliance should be allowed to operate. The focus must be on the dollars going towards the charitable
programs as opposed to other factors, such asthe licensees’ gross receipts, the size of their Bingo hall, or the number of
people employed by the Bingo operation. Proceduraly, if the Commission grants a variance in either case, staff
recommends that the order include some provisions for enforcement, such as insuring that the licensee complies with
future adjusted cash flow requirements, does not operate with a negative cash flow, and that it has immediate penalties
for violations. If the Commission denies either of the variance petitions, the licensee has the option of appealing to
Superior Court. If the licensee chooses not to appeal the decision, it may proceed to aregular revocation hearing before
an administrative law judge. Therefore, the Commission need only decide whether the variances should be granted.

Ms. Froud said that with regard to the YWCA of Y akima, on June 4, 2002, Director Day issued administrative charges
for revocation against the YWCA of Yakimafor failure to meet it's adjust cash flow requirements under WAC
230.20.059. The licensee subsequently requested a variance for its adjusted cash flow and submitted documentation
supporting the request. For the first four quarters following April 1, 2001, the effective date of the rule, the licensee was
short of it's required amount by $19,562. Thisinformation is based on quarterly activity reports submitted by the
licensee, and verified by Commission agents. Prior to the revocation charges, the director issued a summary suspension
to the licensee on February 22, 2002, for having two consecutive quarters of negative cash flow in the third and fourth
guarters of 2001. The licensee submitted an amended quarterly activity report showing a positive cash flow for the
fourth quarter and the administrative law judge granted a stay at that hearing.

Addressing the three-part test previously outlined, staff first looked at the existence of along-term obligation for the
licensees Bingo facility. The licensee does have a mortgage; however, mortgage payments are captured through
depreciation on the building and through interest expense. Depreciation is already deducted from the adjusted cash flow
calculation. Inits materids, the YWCA of Yakimaindicated their mortgage was approximately $195,000 and that it
would like to try again to sell the building and get out of gambling after a couple of years. The licensee did not report
any occupancy expense on its quarterly activity reports. In contrast, other Class J licensees report an average expense of
$7,071 per quarter, and other Bingo licensees in the Y akima area report an average of $7,502 per quarter. Looking at
whether the variance would result in the licensee being compliant to date, staff reviewed the adjusted cash flow after the
variance was applied. Because the licensee does have a mortgage, the maximum variance amount was based on interest
expenses for the building’ s mortgage. After applying the maximum amount of the variance for the first four quarters
under the rule, staff found that the licensee did not meet the required adjusted cash flow for the 3° or 4" quarters of
2001, and that the licensee was till short by $8,700 for the adjusted cash flow amount for the four quarter measurement
period.

In determining whether or not the licensee would be in future compliance, staff looked at their initial compliance plan
from last November and found that it was 50 percent effective in meeting its plan to gain compliance in the fourth
quarter of 2001 and the first quarter of 2002, and that it was 63 percent effective in the second quarter of 2002. The
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licensee projected that it would be able to meet its adjusted cash flow for calendar year 2002 after applying variances for
the third and fourth quarters. For 2003, the licensee first predicted that it would not meet its adjusted cash flow for the
third and fourth quarters and that it would be short by over $6,000 for the year. However, Commission staff wrote to the
licensee and requested specific variance numbers. They were also asked why they used an 80 percent payout forecast.
The licensee subsequently revised the forecast explaining that it would gradually decrease the prize payout by 2 percent
for each quarter of 2003. The revised forecast indicated that the licensee would be in compliance for 2003.

In looking at the licensees' prize payout, staff noted that it had the highest payout for its region between the second
guarter of 2001 and the second quarter of 2002, with an average of 83.4 percent. For every one percent that the licensee
could have reduced its payout for the year 2001, it would have generated $23,920 for its programs. Although the
licensee has reduced its payout from 86 percent, it plans to payout at least 80 percent through calendar year 2002. For
the most recent quarter ending in September of 2002, the licensee paid out at 83.5 percent, although it forecasted a
payment of 80 percent. Unfortunately, staff has not had a chance to analyze the numbers for the third quarter, but was
able to take alook at the licensee' s payout amount for the quarter.

Staff does not feel this licensee has an excessive obligation for its building payments. The type of variance requested by
the YWCA isintended to help licensees with excessive payouts to give them time to renegotiate the obligation or to
make other more economical arrangements. Even if staff believed that the licensee had the type of building expense that
qualified for the variance, the variance itself would not make them compliant for the first four quarters after April 2001.
The licensee would still be out of compliance by $8,700 for the first measurement period, even with the maximum
variance amount allowed. Moreover, the licensee has not shown that it will meet the final step of itsanalysis. Therule
provides that the variance must be based on their plan for gaining compliance. The YWCA'’s own projections for prize
payout in the current year are based on lowering its prize payout percentage to 80 percent. However, their prize payout
actually increased from 82.43 percent in the second quarter of this year to 83.5 percent in the third quarter. Thisis
problematic for staff. The licensee has not followed their own compliance plan or forecast for 2002, and the licensee has
continued to operate with Bingo prize payouts in excess of 80 percent after November of 2001, when staff sent a letter to
the licensee informing them that they had failed to meet the adjusted cash flow for the last two quarters. Under the rule,
they were required to submit a compliance plan and immediately reduce expenses and prizes paid out.

The high prize payouts are troubling to staff since the variance was not intended to subsidize licensees that have high
prize payouts. The YWCA has averaged nearly 3.5 percent higher than local Bingo operators and is 9.62 percent higher
than the industry average. Staff is concerned that since every one percentage point would generate $20,000 dollars per
year for the licensee’ s charitable programs, that thousands of adjusted cash flow dollars are being lost by the high prize
payouts. Thisis also hurting other compliant Bingo operators, since this takes away potentia revenues from their
charitable programs. Staff has not found any evidence that high prize payouts help licensees generate more funds for
their programs. In fact, the Sister Rebecca Bergoff Foundation in Y akima, has the lowest average prize payout and the
highest adjusted cash flow in that local region. Based on these factors, staff does not believe the YWCA has met the
three criteria under the variance rule and recommends the Commission deny the licensees’ petition.

Commissioner Ludwig asked if anything would allow a Bingo operator to only operate two quarters a year--could they
operate the first and second quarters like January through June and not the second half of the year. Ms. Froud said she
was not aware of anything that would or would not allow them. She suggested that it could raise an issue in reference to
the measurement period being based four quarters. She didn’t know whether or not that measurement period could be
split out, or whether the task force discussed that issue. Commissioner Ludwig commented that there are alot of
business considerations that may be relevant.

Senator Wingley asked whether they are fulfilling their charity obligations. Ms. Froud responded that staff does not
believe so if they are not returning the set number of dollars back to the charitable programs.

Kevan Montoya, Attorney representing YWCA, and Executive Director M elinda Barr ett were present. Mr. Montoya
responded to Senator Winsley’s question, and said they are able to continue, and to fund the domestic violence
operations even though they don’t meet the number that the Commission established as the cutoff for saying that they are
presumptively involved in an operation that is conducted solely for gambling purposes. Even though they are short afew
thousand dollars, the few thousand dollars that they bring in does fund the domestic violence programs for families and
women inthe YakimaValley. The YakimaYWCA would like a variance for two years from the date that they filed
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their plan of compliance with the Gambling Commission staff. They want the variance for two years because they are
going to get out of the Bingo business. They are developing an exit strategy, and they need a variance to get out so that
they are not strapped every month with a mortgage payment, interest on the mortgage, and taxes on the mortgage if their
doors are closed. Mr. Montoya said the real rub between the Gambling Commission and the YWCA is how one
calculates occupancy expense, and what is along-term binding financial obligation. The rule saysthat alicensee with a
long term legally binding financial obligation for a Bingo facility, as of the effective date of the rule, which was April of
2001, may petition the Commission for a variance for a period of no more than two years based on their plansto gain
compliance within two years. The operational term is "long-term, legally binding financial obligation" -- thisis where
they disagree with the Gambling Commission. The Gambling Commission says long-term, financially binding
obligation only means alease payment or arent payment. It doesn’t include a mortgage payment.

The YWCA was the subject of an administrative action. 1n order to try to comply with the Gambling Commission’s
concerns, Ms. Barrett sent a letter to the Gambling Commission outlining the YWCA's exit strategy and their plans for
getting out of the business. They have not been able to come to an agreement with the Gambling Commission. The
Commission feels that the YWCA does not have an excessive building obligation payment. Mr. Montoya said the term
"excessive" isadifferent term that creates an impediment to their getting a petition for a variance granted. The
organization doesn’t think that excessive is something that should be applied to the rule because it isnot in the rule.
They don’t think that along-term legally binding financial obligation is defined as only alease or rent payment, because
itisnot defined that way in therule. They think it also means a mortgage payment, interest on the mortgage, and taxes
on amortgage. All of those things are long term in the YWCA's case -- they are binding because they have to make the
payment, and if their doors are closed, they will have to make that payment every month in order to fulfill their legal
obligations under the terms of the note. They would not have any gambling money to meet those financial obligations.

Another reason the YWCA can’'t come to an agreement relates to the benefit of a mortgage depreciation recapture. The
organization is granted the benefit of mortgage depreciation, however, the depreciation is not the same as the dollar-for-
dollar amount they have to pay on their mortgage. Depreciation isanumber created by accountantsto try to spread out
the cost of abuilding over alife span. The depreciation the Commission is giving the organization isalot less,
approximately $30,000 every year, than what the YWCA is paying on their mortgage.

The Commission also says the organization doesn’t report occupancy expenses on their quarterly activity report. That is
correct, however, the way the form is written, one cannot enter the mortgage payment as a quarterly occupancy expense.
The Commission says that the organization doesn’t qualify for the variance because of the lack of any overwhelming
building obligation. That isaterm not defined and not used in the actual regulation. Prize payout percentages are also
problematic for Commission staff.

When YWCA staff met with Commission staff on October 31, 2002, they said the rule as it was originally promulgated
was intended to only allow people with bad |eases or rental agreements the benefit of the legally binding financial
obligation rule. They also said excessive was a requirement they were going to impose even though excessive was not in
the applicable regulation.

The YWCA believes the Gambling Commission’s interpretation of their rule is contrary to Washington law. Multicare
Medical Center v. Department of Social & Health Services says that when aregulation is clear and unambiguous, a court
should apply it’s plain language and may not look beyond the language to consider the agency’ s interpretation. It also
says that when faced with an unambiguous regulation, the court may not speculate as to the intent of the regulation or
add wordsto the regulation. Mr. Montoya stated that staff is adding words to the regulation drafted. The organization
thinks the three-part test, while helpful as a management tool, does not have the strength of law, and is not binding.
When one looks at the rule, it should be interpreted with the stated intent in the rule--to prevent people from engaging in
gambling solely for the purpose of gambling. Mr. Montoya said the Gambling Commission says that the average
quarterly occupancy expense for Class J licensees is $7,071. They aso say thereis alack of an excessive building
obligation by the YWCA, but when they define the building obligation, they don’t give the benefit of the actual dollars
out of pocket, and limits the organization to what the form says they can take. The YWCA doesn't think that meets the
requirement of therule.

Mr. Montoya reported the Y's actual expenses are higher than other licenseesin the YakimaValley. On ayearly basis
they pay $44,968 for the principal. Insurance is $12,314 and taxes are $11,888 per year for atotal of $69,170. Ona
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monthly basis that is $5,764. On a quarterly basisthat’s $17,292. The Commission indicates that the depreciation
recapture will cover the difference, however the Y's depreciation for 2001 was $14,968. The actual mortgage expense,
just the principal, was $44,968 -- which is a $30,000 difference. The Gambling Commission has said that even if the
YWCA were granted a variance, it wouldn’t be enough to help. The YWCA believesthat if they can get avariance
based upon the difference between what is paid out of pocket, and what the average isin Y akima County, there would be
a$10,241 difference. The numbers are only numbersthe Y wants to meet for along enough period of time to get out of
thebusiness. The Y believes they have a good exit plan, and when they met with the Gambling Commission, the
response was, why not just turn in the license -- close the doors and reapply. That is not possible; thereis till the
mortgage obligation, taxes, and insurance. If they are required to pay that without the aid of any gambling income, it
will have to come dollar for dollar out of services or staff, and it will create an unspeakable financia burden for the
YWCA. TheY believe this case will present a precedent, and believes the precedent should be based upon the law, and
based on the actual interpretation of the rule, and its literal words. The YWCA believes the variance should be based on
actual occupancy expense, the mortgage payment, the taxes, and the insurance. TheY believes that the Gambling
Commission, by using interest, taxes, and only the depreciation, is not fair, and is contrary to the rule.

The organization sent aletter to the Gambling Commission citing their plans for gaining compliance, and expressing a
hope to have at least two more years to operate Bingo, which would allow them to use cash flow and the revenue
generated, while they create and implement the other recommended strategies. 1n an effort to gain compliance, The'Y is
leasing out their administrative offices to other nonprofits. They are renting meeting facilities in their Naches Avenue
Properties to generate income. They are operating a small boutique of used clothing in their Naches Avenue Property.
They’ ve decreased administrative staff to fewer staff than ever before, and they are aggressively pursuing grants and
other ways to increase income/revenue. The organization is in business to feed, house and clothe women and children,
and to provide legal advocates. There are emergency cell phone programs for victims of domestic violence. They
support counseling for victims of domestic violence, and they do this all free of charge. The impact will be very real if
the'Y doesn’'t have the opportunity to keep business open until they can close the doors gracefully and sell the Bingo
operation. Mr. Montoya affirmed if the'Y sold their building prior to the two years, they would get out of the Bingo
operation before that time. They are making plansto list the property in 2003, and they are asking the Commission to
allow two years of operation, from September 18, 2002, to 2004 in order to gain compliance.

Commissioner Ludwig asked why it would take two yearsto sell. Mr. Montoya responded there is avery depressed
real estate market in the Yakimaarea. Commissioner Ludwig asked if they knew about the other three Bingo operations,
and whether they own or rent their buildings. Ms. Barrett responded that it was her understanding that the other three
rent their properties. They tried to negotiate with two of the other licensees in hopes that they could share facilities.
They, however, felt it was in their best interest to operate seven days rather than share facilities. Commissioner Ludwig
asked if it would be beneficial to them to take over their mortgage. Ms. Barrett said they had the property for sale
between 2000 and 2001, and they had two offers, both of which were grossly under the lowest square footage for
commercial property. They made a counter offer, and didn’t hear back again. She further explained, their first two
quarters are like most Bingo halls, the most profitable quarters. The redlity is, that last year they netted just over $50,000
in their four quarters. They did make money. Unfortunately, they were alittle below compliance level. Ms. Barrett
emphasized that the other thing that has to be continually addressed -- is that the Commission isn’t just looking at what
they net in ayear’'stime, $50,000. Theredlity is, it is also cash flow that allows them to make their payroll and make
their accounts payable expenses while they wait for grantsto comein. Their grants don’t come in every month. They
usually come in quarterly, and they have agreements with the city when they get six months behind on paying them, so
the cash flow from the Bingo operations hel ps them to continue operating while they wait for grants to comein. It isthat
cash flow that is more difficult to replace than it is the net that is derived from operating Bingo. Ms. Barrett affirmed the
Y advised the agency that they have formed an ad hoc committee of four business professionals in the community of

Y akima who are helping them restructure. They have three pieces of property, and they are looking to financially
restructure by selling the Bingo property and only operate two properties. It will take time, but they hope to see the
property sell between six months to a year.

Commissioner McL aughlin asked if the national YWCA helped in any way. Ms. Barrett said they do not. They pay
12 percent of gross receipts to be amember, but they don’t help. The YWCA has recently restructured, and they are
closing the national office and passing the work to the regions, and regional responsibilities have increased.
Commissioner Ludwig asked if 12 percent of gross income included the gambling income. Ms. Barrett said it did not.
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Commissioner McL aughlin asked about the prize payout issue. Ms. Barrett said they have decreased their prize
payout in the last four quarters by about 4.5 percent, and are continually decreasing. This happens over time, Gambling
Commission steff realizesit could take ayear. It's a constant tweaking of the game to the tune of reducing the payouts,
but not so drastically that you decrease attendance.

Commissioner Niemi expressed concern about the way everyone is handling this. She felt that everyone had to
recognize that there is no amount of things that could be done. The Commission keeps lowering the cash flow
requirements, and they can’t keep doing that. She noted that everyone is having a hard time raising money, and sooner
or later they will have to get out of Bingo. She said she couldn’t be more sympathetic with what the YWCA is doing,
but everyone was being alittle unrealistic. Regarding the variance requests, she noted the legal arguments made were
understandable, and the Commission’ s arguments are important. They can go through the whole legal process and they
may or may not want to do it depending on the decision made on the variance. However, everyone must realize that we
are talking about gambling, not aland use project. Commissioner Niemi expressed concern about opening up the
variance gate. Shedidn’t know if it would be possible to convince a Court that there are ways to handle statutes and
regulationsin different kinds of ways. She emphasized that as we talk about variances in gambling, there is a greater and
stricter compliance than if we were addressing variances in building, or afence, or even adifferent land use. She
believed a variance would be very hard to agree to. Commissioner Niemi emphasized the Commission can’'t keep giving
variances, because invariably the organizations would be back in another year or two requesting another variance. The
stateis having a hard time, and is doing the same things the YWCA is doing, which is to cut some very needed and
necessary programs. She affirmed the YWCA programs are all really necessary, and if they give up the Bingo operation,
they may have to cut programs, or they may have to change their fundraising events. Everybody is cutting, and
Commissioner Niemi suggested that maybe when people realize how many things are being cut across the board, things
would change. The point is; they are going to have to be allittle faster, and maybe a little tougher, and get out of Bingo.

Chair Orr asked if thisis an appropriate executive session matter. Mr. Acker man affirmed the Commission has the
right to deliberate and then to render their opinion and decide whether or not they are going to grant the petition.

Commissioner McL aughlin asked staff why the mortgage should be treated differently than alease or rent. Ms. Froud
responded it was not their decision. They do disagree with some of the statements that were offered by the YWCA. She
explained that her understanding is that the licensee would be asking for a delayed variance start date. Thiswould
actually give them another six-month delay, in effect, giving them ten quarters, when the variance actually provides for
eight. She explained that the definition of excessive is based on the industry average. Mortgages not expressly included
or excluded from therule. Certainly, the intent behind the rule was to help those licensees that had lease and or rent
obligations. She affirmed it makes sense that a mortgage may be a 30-year obligation, and won't go away unless one
sells the property. Ms. Froud explained that the option was given to the licensee to surrender their license, and it was
donein good faith by staff. If the licensee wants to have a clean dlate, that would allow them to do so, and allow them to
restructure and come back, and probably go through some type of a pro formareview, and be able to move forward.
Although there were five charitable programs in the presentation, Ms. Froud reminded the Commission that the focusis
not on what they do, but getting those funds back to the organization under agency defined rules. She agreed with
Commissioner Niemi that operators are just starting to realize their expectations are unrealistic, especially on prize
payouts. The licensee did reduce their prize payout but they started at 86 percent, one of the highest in the state, and now
they are currently at 83.5 percent. It really hasn’'t gone down that much.

Commissioner Ludwig said that with all due respect to staff, did they mean rent and |ease obligations as opposed to
long-term legal financial obligations. Commissioner Ludwig tended to agree that a mortgage is along-term financial
obligation. Ms. Froud agreed. She said she wasn't on the task force and couldn’t comment on the intent. She called on
staff member Kathy Mills for an explanation on the accounting principals. Chair Orr asked the Ms. Barrett if she was
made aware of the task force meetings, and she affirmed.

Kathy Mills, Financial Reporting Services, explained that Generally Accepted Accounting principals require that fixed
assets such as a building be depreciated. A mortgage has two components, depreciation and interest. There isa matching
concept that’ s based on the principal. 1t matches expenses to the period the revenue was generated. The principal, asit
affects mortgages, is to match the expense to the life of the asset, the period of time in which the economic benefit is
derived. Depreciation isthe method that allows this matching principal to the proper period. A licensee must give an
explanation of material differences between the amount reported on gambling activity reports, and the financial
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statements, which are prepared with Generally Accepted Accounting Principals. The activity reports are based on
figures generated through GAAP. Going further, the Gambling Commission looked at how this would have affected the
YWCA if this had been arent amount. An amortization schedule was reviewed, and staff determined the adjusted cash
flow was negative $9,991. However, if the YWCA would have had a rent expense, it would have been negative $20,000.
Thereason isthat they give a benefit of adding back that depreciation, so it actually makesit so they are not required to
have as much cash flow. Effectively, they had a benefit because they do own.

Mr. Montoya said they were confusing concepts. The definition they are relying on to say that recapturing by
depreciation is adequate isin Exhibit A. For purposes of the quarterly report, the rule says that there will be calculated
an adjusted cash flow from Bingo operation. He said it is not as complicated as the state makes it sound, and the reason
they tried to take away their license is because they were misinterpreting what that is. It's dollarsin and dollars out for a
particular quarter. The adjusted cash flow is different than what his organization is asking for in the variance. They are
two separate issues and there is a separate administrative proceeding currently pending. Mr. Montoya emphasized that
the depreciation does not account dollar-for-dollar for each expense they have on the mortgage. If the agency isgoing to
calculate cash flow out for purposes of the quarterly annual reports, they should use cash flow out for purposes of what
the petition for variance would be. They aren’t asking the Commission to open the floodgates. They are asking for a
one- time variance so they can get out of the business. Therule itself saysthat a petition for a variance may be granted
for aperiod of two years. They simply want the benefit of the regulation the Gambling Commission promulgated, that
allows atwo-year variance based upon alegally binding financial obligation.

Ms. Barrett reported that she has been at the game of Bingo less than two years, and she noted there are people in this
room who have been addressing the compliance issues for 22 years, and they are still having problems with compliance.
The YMCA doesn’'t want to be in Bingo any more, and they need to restructure because raising funds is more difficult
now than ever before. They just want to be able to pay their bills until their property sells.

Assistant Attorney General Ackerman commented that if heis reading the information that is being supplied correctly,
it appears that the organization met cash flow for the first quarter and the second quarter of 2002. He asked if they met it
for 3 quarter. M's. Barrett said they were under by about $2,000. Mr. Ackerman asked if they were going to be able to
meet the requirements -- if the Commission granted them a variance for two years, would the plan they have outlined in
their presentation allow them to meet their requirements for the eight quartersleft. Ms. Barrett said they wouldn’t have
problems in the first and second quarters. They would need the variance applied to the third and fourth quarters of 2003
to be in compliance. The wording in the WAC states a two-year variance from the date of the plan, and their plan was
submitted on September 18, 2002. Mr. Ackerman asked what they would project as far as the fourth quarter averaging
requirement -- would they meet their cash flow requirement when averaged over four quarters. Ms. Barrett said they
would. The one quarter that is always a problem for a four-quarter rolling average is the dreaded 2001 third quarter.
Since they are on afour-quarter rolling average, they still have that third quarter calculated in. Once that drops off, the
four-quarter average would look much better. Mr. Ackerman verified that they are anticipating that for 2003, using the
four-quarter average, that they would need a variance to meet the cash flow requirements. Ms. Barrett affirmed that by
the third quarter they would most likely need avariance. Mr. Ackerman asked about the four quarters following that.
Ms. Barrett said she did not quite understand, but, anticipated that in the first and second quarters they would not require
avariance to be compliant—it’s when they get into the third and fourth quarters of the year that their numbers tended to
drop, and they would most likely need avariance. Mr. Ackerman asked if they would still be in businessin third and
fourth quarters of 2004, would they still need variance at that point. Ms. Barrett said she was hoping that they would not
bein business at that time, but the likelihood is that they may till need the variance at that time.

Chair Orr noted the problem has existed since September of 2001, and he was concerned about how that date was
chosen. Ms. Barrett said it is confusing and pointed to the diagram on Page 4. Out of the last four quarters, they were
noncompliant for two. Commission staff is saying that they would go back to the beginning of when the new ruling
applied. Theruling says that the variance would be from the date of when the plan isin effect. When the YWCA staff
met with the Commission, it became confusing on where anyone' s variance would start, especially if you are looking
backwards. The YWCA looked at the date when they submitted their plan for a future two-year variance, not a past
variance. Chair Orr stressed that when alicensee realizes there is a problem, that’s when the plan should start—they
should not wait while the Commission talks about it for three or six months, or three quarters and then come up with a
plan. Hefelt like the Commission was just duped for three quarters, and the organization has been out of compliance for
three quarters. He inquired, if they know there is a problem, why wait a year to come up with aplan. Ms. Barrett
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repeated that in the first and second quarters they were compliant. The plan they adopted last year has been successful
thusfar. They have fewer staff at their Bingo hall, they don’'t have security, they aren’t cleaning their carpets every
week, and they have cut expenses greatly. They continually adjust their games, however, the redlity is that attendance
continues to decrease. They have maintained compliancy this year so far.

Ms. Froud responded that staff doesn’t believe the date is arbitrary. It is an objective date as to when the variance
begins, and it is driven by the four-quarter measurement period. The Commission must have some standard with which
to measure when the licensee is out of compliance. She affirmed that the YMCA was fine for the first and second
quarters, they had problems for the third quarter or perhaps even the second. The measurement period will always go
back four quarters. It isnot an arbitrary date. The rulein Section 4 (A)(1) talks about developing a plan to gain
compliance. That’s after the first two quarters of being out of compliance. Staff sent aletter in November of last year
advising the YWCA that they were out of compliance at that time. It isnot an arbitrary rolling date. The planis
referenced in Subsection 5, however, Ms. Froud believed an argument could be made it’s the same plan. She clarified
that an organization couldn’t keep on having plans.

There were no further comments, Chair Orr called for an executive session and recalled the open public meeting at 4:30
p.m.

Commissioner Niemi made a motion seconded by Commissioner L udwig to deny the variance. Vote taken; the motion
passed unanimously.

Mr. Ackerman announced that the Commissioners asked him to make some comments to explain their interpretation of
the WAC, sincethisisthefirst petition that has been considered under the WAC, and to perhaps provide guidance to
staff and to future petitioners, and to explain to Yakima Y WCA how they arrived at their decision. In large measure, the
Commissioners have indicated that they agree with Mr. Montoya' s legal analysis, to the extent that staff in its guidelines,
have created additional requirements to what are currently contained in the regulation. They are not legally binding and
are not appropriate things to require petitionersto meet. The bottom-line for purposes of this case; the Commission does
agree that a mortgage is along-term legally binding financial obligation, and that the petitioner has met that requirement
of the WAC. The Commission also considered when the variance period should begin for the purposes of applying
WAC 230-20.059, and they considered the interplay of Subsection 4(B) and 5. The Commission concluded the variance
period, if one would have been granted, would have run from the time at which administrative action was required to be
taken under Subsection 4(B), of that being when the average over a period of any four consecutive calendar quarters was
insufficient to meet the adjusted cash flow requirements of the section. The commissioners further indicated, however,
that they do not believe that the Y akima YWCA has presented an adequate plan to bring the Y into compliance with their
adjusted cash flow requirements going forward over that two-year period. Accordingly, because the Commission does
not believe an adequate plan has been presented to bring the Y into compliance within the time period indicated, they
have taken the vote to unanimously deny the petition.

Chair Orr called attention to the fact that there is an open forum for debate on the WACs. He fervently requested,
particularly the Bingo organizations, to get on the Commission’s contact list, because it isimperative to keep in contact
with the Commission. He suggested that had there been better communication, perhaps some of the problems could have
been avoided early on. Chair Orr emphasized the Commission doesn’t like to come across as the bad guys, and the
Commission absolutely understands the good things the Bingo industry people do. Unfortunately, there are those who
vote to downsize government and downsize socia services, and it is tough to be involved in charitable organizations.
Chair Orr thanked Mr. Montoya for his help and Mr. Montoya, in turn, thanked the Gambling Commission for itstime.
Chair Orr called for afive-minute recess. The meeting wasrecalled at 4:45 p.m.

Seattle Skating Club, Seattle:

Melinda Froud, Staff Attorney, reported this licensee was previously served with charges for the revocation of its
license to conduct Bingo activities for failure to meet adjusted cash flow requirement under WAC 230.20.059. She said
they were working off a November 7" memo. The licensee requested a variance and submitted additional documentsin
support of their petition. For the first four quarters after April 1, 2002, the licensee was short of its required amount by
$8,131. Looking at the three-part test, staff reviewed their building obligation. The Sesattle Skating Club does have a
lease that goes through 2002. For the second quarter of 2001 through the second quarter of 2002, the |ease expense was
$19,070. Thisisdightly lower than the average occupancy expense of $19,660 for Class L and the locale. Staff
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determined they would need a variance for the first three quarters. For the third and fourth quarter of 2001, the variances
would not make the licensee compliant for those quartersindividually. They had a very strong cash flow in the first
quarter of 2002, and the numbers for that quarter averaged with the first three quarters would make the licensee
compliant if a variance were included.

To determine subsequent compliance, staff looked at the licensees’ compliance plan and noted that it was 66 percent
effective in meeting the plan to gain compliance. That wastheir original plan. Their adjusted cash flow for 2002 was
out of compliance even with the maximum variance amount allowed applied. The licensee predicted that it would
exceed the cash flow for the third quarter of this year by $5,775 without any variance. However, staff analyzed the
licensees 3 quarter numbers on November 7, and found them in the negative of $15, 148. The maximum variance
allowed would not make them compliant for this quarter. The negative quarter also affects the licensees’ overal
adjusted cash flow. Staff found that for the measurement period from the fourth quarter of 2001, through the third
quarter of 2002, Seattle Skating would be $3,765 below the adjusted cash flow requirement even with the variance
applied. For 2003, the licensee forecasted that it would exceed its adjusted cash flow by more than $100,000.
Reviewing the licensee’ s prize payout, the Seattle Skating Club has had an average payout of 76.12 percent, which is
higher than most other operatorsin Snohomish County. Additionally, that rate is higher than the industry average of
73.78 percent. Although the licensee’ s payout percentages seem only afew points higher, in comparison, every one
percent of that adjusted cash flow could have gone back to the programs, or if it were adjusted cash flow, that could have
gone back to the programs. It would have generated an extra $37,305 for the year 2002. In the third quarter of that yesr,
the licensee raised its prize payout to 80.9 percent, although it had forecasted a prize payout of 71.91 percent for that
quarter.

Ms. Froud addressed staff’ s recommendation — she affirmed the licensee does have along-term legally binding
obligation for its building; however, it was noted this facility has an escape clause in its lease alowing for termination of
the obligation with six months notice. Thistype of alternative arrangement is exactly what a variance was intended to
do, so it doesn’t seem that a variance would even be necessary in this case with that provision. Thelicensee's
subsequent plans for compliance are problematic. While the variance would bring the licensee into compliance for the
first four quarters, it is aready out of compliance for 2002, even with the maximum variance amounts applied. Any
variance granted would be based on the licensee’ s plans to show compliance under the rule. Their adjusted cash flow for
the third quarter was $69,623 bel ow the amount they predicted in their plan, which puts them out of compliance for the
last four-quarter measurement period. The licensee’ s third quarter results also caused staff concern about future
predictions to be in compliance for the fourth quarter of the year, aswell asfor calendar year 2003. Staff is troubled by
the fact that the licensee is continuing to operate at a prize payout percentage higher than the regional industry averages,
especially since the licensee was advised a year ago to reduce its prize payout amounts. Considering these factors, staff
does not believe that the licensee has shown they are qualified to receive avariance. Staff therefore recommends that the
Commission deny the petition.

Commissioner McL aughlin questioned the six-months lease option. Ms. Froud explained that it was a six-month
escape notice. Commissioner McLaughlin asked if they had given that notice. Ms. Froud said that if the organization
had, the Commission was not aware of it. She believed the organization simply wanted staff to know they had that
option available.

Kimberly Clarke, Business/Finance Manager, said she just recently took her position in August. She appealed to the
Commission regarding its determination in granting or not granting a variance, and she reported that a number of
changes have occurred within the last three months. The Bingo Manager |eft, and another individual who worked
closely with Mr. Bock, Charlene Haggis, is aso no longer with the organization. It was at that time that she was asked to
step in to work with others to develop the plan requested by the Commission, which was submitted September 3¢, She
said the organization believesthat if they were given alittle more time, there would be a positive change. Another major
change is the new rule to allow Bingo halls to merge and/or run seven days aweek. They chose not to merge and instead
added aday. They now run four days. They made a number of changesin October, and have seen a positive turnaround
due to areduced payout from 87 percent in September to 73 percent in October. They are working towards their goa of
67 percent, which they are currently achieving on the Wednesday afternoon sessions. They increased their headcount
from September by 11 percent. Their net Bingo receipts for October versus September were 100 percent higher than
they were the previous month. Net receipts for Pull-tabs were 13 percent higher from September to October. Ms. Clarke
said another area they needed to look at was the snack bar, which was losing about $2,000 to $4,000 amonth. They
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hired new management and developed a strategy. As of September, they made money and the preliminary numbersin
October show they made money in the snack bar aswell. Ms. Clarke affirmed thisis still awork in progress, but their
business plan shows the changes they have implemented at this time are making a positive difference. The months of
July and August were positive cash flow months. Their September month put them at a negative cash flow, which was
the time the competitive issue impacted them.

Ms. Clarke reported that the Seattle Skating Club Board of Directors are knowledgeabl e professionals—an attorney, an
accountant, businessmen and women, who are not willing to allow thisto go on indefinitely, if it is not producing a
positive cash flow. They realize that Bingo is going away; they are conservative and want to take whatever steps
necessary to ensure the longevity of the ice club with or without the Bingo operation. They are committed to making
sure their Bingo operation is financially sound within the regulations of the Gambling Commissions. With all the
changesin the last quarter, their Board feels they need more time to sort things out and stabilize. To act quickly would
not give them a chance to stabilize.

Ms. Clarke gave a brief history of the club. They have over 300 membersin the ice skating club, of which, 97 percent
are under the age of 18. The Bingo hall has been a huge part of the club for over 20 years. Without the Bingo hall they
would not have been able to build the training facility they have in Mountlake Terrace. They are proud to offer a safe
environment amidst today’ s violence and drug use. The Bingo hall has also given them the ability to offset the cost of
ice-skating to the members and their families. Ice-skating is very expensive. The cost for one skater training five days a
week with a number of coaches, ice time, fees, travel costs, costume fees, skates blades, music, and travel costs can reach
upwards of $1,500 a month. The club subsidizes the ice fees for their members by over $15,000 a month to help with
these costs. They also help with funding for competitors that compete at aregional, sectional, and national level. They
sent 20 skaters to compete at the regionals, and four to sectionals. They also offer academic and ice-skating
scholarships.

Ms. Clarke asked the Commission to consider granting a variance to give the club a chance to prove their plan can
work. They have agreat group of employees who have worked at the hall for over 15 years, who will do everything in
their power to comply with the Commission’s requirements. The recent changes adopted by the Legislature are evidence
of intent to foster nonprofit gambling operationsin the state. By granting this variance for the club, it would be
consistent with the intent of the legislation. The club iswilling to live with stricter guidelines. The variance being
granted at thistime would allow the club to pursue their only means of income.

Commissioner Ludwig asked if she had any comments with reference to the six-month escape clause, noting that it is
not along-term financia obligation. Ms. Clarke said the six-month out is something that they have been very fortunate
to have. They fought very had to get that language, in the event they had to close. Commissioner Ludwig asked if six
monthsis, in her opinion, along-term, legally binding financia obligation. Ms. Clarke responded that it is not.

Commissioner Niemi asked about the amount of money they take in from Bingo. Ms. Millsresponded that last year,
they took in $110,000 from Bingo for the whole year over and above their expenses. Their gross was $5.6 million and
the required amount was $108,000. Commissioner M cL aughlin noted that 86 percent goes out in prizes. Commissioner
Niemi asked about the other properties. Ms. Clarke said they have the skating rink in Mountlake Terrace and another
rink they just ventured into with Seattle Junior Hockey at the Lynnwood Ice Center. Commissioner Niemi, asked about
the cost per person to skate, and who pays. Ms. Clarke said the skaters pay the majority, and the club helps offset the
cost of the ice fees.

Commissioner McL aughlin asked about the scholarships. Ms. Clarke affirmed they offer academic scholarships as
well as ice skating scholarships once ayear. Commissioner Niemi asked what kind of academic scholarships they give.
Ms. Clarke said the last two academic scholarships they gave were for two children going off to college that were still
skating—and they also gave two scholarships to high school students. Ms. Clarke addressed their involvement within
the community and noted they are a501 (4)(c). They are in the process of changing their status to a 501(3)(c).

Mr. Ackerman addressed his commentsto Ms. Froud. He said that in reading the memo that staff submitted to the
Commission, it indicates that the administrative charges for revocation were issued on June 5, 2002, and they were
issued for failure to meet the four consecutive quarters requirements. He asked what four quarters are they alleging that
the Seattle Skating Club did not meet its adjusted cash flow requirement. Ms. Froud’ s response was the second quarter
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of 2001 through the first quarter of 2002. Mr. Ackerman reiterated his understanding that beginning with the second
quarter of 2002, it was staff’s opinion that Seattle Skating Club would, or would not, be able to get into compliance with
their adjusted cash flow requirement within the next two years. Mr. Ackerman said that he is asking this question
because when he looked at some other comments beginning on page 3 of the memoranda going on to page 4, and maybe
other places, staff seemsto indicate that the Seattle Skating Club is going to have a positive adjusted cash flow for
different quarters during that time period. He advised that he was trying to understand first of all what their plan was to
get into compliance during that time period, and what fault staff finds with it. Ms. Froud said she believed the concern
they had, starting with second quarter 2002, was that there were some quarters in which they were out of compliance,
even with the variance. The problem isthe third quarter of 2002, looking forward from that and trying to average in that
negative quarter. What hurt the licensee most in terms of their compliance plan was that they had projected to be much
higher than where they were.

Mr. Ackerman asked if there was aworkup that would give them the numbers for that time period. Ms. Mills
responded that every four quarters is another measurement period and based on 2002-3 going back to 2001-4, this
organization was out of compliance for the four quarters by $19,671. Mr. Ackerman asked to look forward-where
would the Seattle Skating Club’s adjusted cash flow be from April 2003 to April 2004--would they still fail to meet their
adjusted cash flow requirements. Ms. Froud responded that based on what was forecasted, they were estimating to be at
least $100,000 in excess of their minimum adjusted cash flow for 2003. However, with the negative quarter that’ s now
comein for the third quarter, it's difficult to know whether or not that will actually occur.

Mr. Ackerman asked Ms. Clarke to summarize the actions that Seattle Skating Club hastaken to deal with the shortfall,
and what are they doing, going forward, to prevent this from happening in the future. Ms. Clarke said they changed
their formats, they lowed their payout percentages, and they picked up the Monday when they increased from three days
to four day; however, as of yesterday, they dropped the Monday. She gave it two months and didn’t pan out, so the
Mondays were dropped and they operate on Tuesday, Wednesday, and Friday. By dropping Monday, they are
minimizing the loss in the payouts and overhead in staffing for that day. They are evaluating their morning sessions
because they are not as strong anymore. Ms. Clarke emphasized they are doing everything they can to work within the
regulations and within the financial responsibility they have to make necessary changes. There were no other comments.

At 5:10 Chair Orr called for an executive session and recalled the public meeting at 5:25.

Commissioner Niemi made a motion seconded by Commissioner M cL aughlin to accept a variance for the Sedttle
Skating Club, ending January 1, 2004. Vote taken; the motion passed unanimously.

Mr. Ackerman said the Commissioners asked him to offer some comments explaining their rationale for granting the
variance in this case. One of the discussions under WAC 230-20-05-059(b) related to whether or not the licensee had a
long-term legally binding financial obligation for itsfacility. That question revolved around the fact they now have a
six-month buyout to get out of their lease. However, the WAC is specific. It says, “along term legally binding financial
obligation for its Bingo facility as of the effective date of thisrule.” The effective date of the rule was April 1, 2001.
Based on the material that has been provided to the Commission, Seattle Skating Club did not obtain its six-month
buyout until an amendment was attached to the lease on February 22, 2002. Applying the literal terms of the rule, the
Seattle Skating Club did have along-term legally binding financial obligation without a six-month option-out on April 1,
2001. In contrast to the last petition, the Commission is satisfied that based upon the materials that have been presented,
the testimony, and the argument that has been presented by the advocates for both parties, the Seattle Skating Club does
have a plan and isimplementing a plan to achieve compliance within the period of the variance that’ s been granted,
which is January 1, 2004. Since Subsection 5(B) of WAC 230-20-059 provides that the Commission can grant a
variance for a period of no more than two years, the Commission has exercised its discretion based on the information
that has been provided to establish the January 1, 2004 date as the extent of the variance.

Commissioner Ludwig affirmed this organization got the benefit of the rule, even though he doesn’t believe they have a
long-term financial obligation now. The rule says alicensee had to have along-term financial obligation as of April 1.
He wished her good luck. Commissioner McL aughlin said she voted for this because of their plan.
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7. Other Business/Gener al Discussion/Comments from the Public:
Chair Orr called for comments from the public and there were none.

Executive Session To Discuss Pending I nvestigations, Tribal Negotiations & Litigation:

At 5:30 p.m., Chair Orr called for an Executive Session, and he recalled the meeting at 5:45 p.m. Chair Orr recessed the
meeting until 8:30 am., November 15, 2002.
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COMMISSION MEETING
FRIDAY, NOVEMBER 15, 2002
MINUTES

Chair Orr called the meeting to order at 8:35 am., at the Doubletree Guest Suites in Seattle, and welcomed the attendees.

MEMBERS PRESENT: COMMISSIONER GEORGE ORR, CHAIR;
COMMISSIONER LI1Z McLAUGHLIN, VICE CHAIR;
COMMISSIONER CURTISLUDWIG,;
COMMISSIONER JANICE NIEMI;
SENATOR MARGARITA PRENTICE;

OTHERS PRESENT: RICK DAY, Executive Director;
ROBERT BERG, Deputy Director, Operations;
ED FLEISHER, Special Assistant;
DERRY FRIES, Assistant Director, Licensing Operations,
CALLY CASS-HEALY, Assistant Director, Field Operations;
AMY PATJENS, Administrator, Communications & Legal;
JERRY ACKERMAN, Assistant Attorney General;
SHIRLEY CORBETT, Executive Assistant

Chair Orr informed the audience that at an awards banquet last evening, the Washington State Council on Problem
Gambling awarded the Gambling Commission a Distinguished Service Award. He displayed the plague.

Commissioner Niemi addressed actions taken in yesterday’ s meeting and commented that apparently it was the first time the
Commission applied the WACs relating to the cash amount needed. She believed there were some serious questions about
whether or not the organizations were doing what the Commission wanted them to do, and whether or not the rules were clear
enough. She asked Director Day to have staff evaluate whether a change may be appropriate in the wording of those WACs,
S0 it is clear to everybody—particularly about when the time this starts and when it ends—and perhaps define something that
would include mortgages. Director Day affirmed that it was pretty clear they had some work to do. He asked the
Commission to ponder what minimum amount the Commission wanted to see charities and nonprofits return to their
organization. He noted the foundations of therules are based on that concept. He asked, what is an appropriate minimum.
WEe' ve heard that it’s been reduced dramatically over the years. Any enforcement of that rule would be problematic if the
Commission is not confident in what the designated minimum amount should be. He asked if the Commission would be
willing to consider repealing the section on long-term, legally binding financial commitments, in its entirety. That section
appears to have been put there for atwo-year notice, or as an opportunity for affected people to see ahead and make the
necessary adjustments and get out of any commitment they had.

If alicenseeis below the minimum cash flow the first two quarters, they are required to submit a plan. However, the
Commission doesn't audit their plan, and the licensee is supposed to submit a plan that’ s designed to bring them into
compliance with the minimum cash flow. After that, it’s not until four quarters go by, which allows for the seasonal
adjustment. Then, they are scheduled for a revocation hearing, and they can petition the Commission for a variance.

Director Day explained there are two waysto obtain avariance. One, if the entity is ten percent below the requirement,
which provides the Commission the ability not to have to deal with minor amounts of monies. The second is the long-term
debt. In theory, what could happen once that variance decision is made, is that it can actually go to the Superior Court. Once
the decision is there and back, there could still be arevocation hearing before an Administrative Law Judge (ALJ), which
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could then come back to the Commission, and which could then go back to Superior Court. If the desireis actually to gain
compliance, if the foundation is a minimum amount of dollars that’s supposed to go from Bingo to charity, and if the
organization has a good foundation, we may have created a situation where everyone is required to go through a very long
and costly process, which may not accomplish enforcement of the rule. Commissioner Niemi thought Director Day was
talking about two things that she believed are different. She suggested simply making the rules more clear. She affirmed the
issue of how much of the cash should go back to the organization is a far bigger issue that needed far more attention. She
advised that everyone needed to recognize what is going on with nonprofits, and with Bingo, which goes way beyond WAC
rules, and way beyond the suggestions that she hoped would come from the staff. She asked staff to have some ideas on how
they could communicate suggestions for short term and long-term solutions. Commissioner M cL aughlin affirmed it was
clear to her that licensees didn’t know what the Commission meant by coming into compliance. Chair Orr thought that was
quite possible, however, the Commission doesn't audit their plan. The important thing isto have a process that is easy to
understand, and that addresses the issue. The Commission needed to discuss what the Commission is going to do, because
the noncompliance thing could drag out for a couple of yearsif an organization goes through all the appeal processes. He
thanked his fellow Commissioners for their comments.

8. Minutes—October 10 and 11, 2002:
Commissioner McL aughlin made a motion seconded by Commissioner Niemi to approve the Reqular Megting
Minutes of October 10 and 11, 2002, as presented. Vote taken; the motion passed with four votes.

9. Petitionsfor Review:
Beverly Milligan, Card Room Revocation, Jimmy Jack's Casino, Everett:
Attorney Ronald Meltzer appeared for Ms. Milligan, and Assistant Attorney General Paul Goulding represented
staff. Each side was allowed ten-minutes for their presentation and subsequent Commissioner questions. A transcript of
the hearing is available.

At the conclusion of the hearing, Chair Orr advised that an executive session would be conducted and the Commission
would be prepared to render a decision in the matter. An executive session was called at 9:15 am., and at 9:40 am.,
Chair Orr recalled the open public meeting.

Commissioner Niemi made a motion seconded by Commissioner M cL aughlin to affirm the findings of the
Administrative Law Judge—the Findings of Fact, the Conclusions of Law, and the Order. Vote taken; the motion passed

unanimously.

Commissioner Ludwig advised that he still had some reluctance about not knowing what Jimmy Jack’s penalty was;
however, he accepted the fact that it was really not relative in the decision in this case.

Roeub Hin, Card Room Revocation, Silver Dollar, Seattle:

Sothy Kem, Card Room Revocation, Roman Casino, Seattle:

Chair Orr inquired if either Mr. Hin or Mr. Kem or their legal representatives were present. There was no response.
Paul Goulding, Assistant Attorney General’s Office, explained both cases were consolidated in the same hearing, and an
interpreter was provided by the state. He affirmed that Mr. Hin and Mr. Kem were not present, and asked for a Default
Order.

Jerry Ackerman asked if any member of the staff had heard from either of these parties, or their counsel, asto ther
appearance here today. Mr. Goulding advised that they did not have an attorney, and that staff had received no notice
regarding their appearance. Commissioner Niemi inquired if they had been served with a notice of this hearing. Mr.
Goulding affirmed service was by mail on October 18. Mr. Ackerman suggested the Commission wait perhaps half an
hour and then entertain a motion for a default at that point.

Commissioner Ludwig asked if an order of default were rendered, would the parties have any remedy to move for
reconsideration. Mr. Goulding responded that they could move for the Commission to reopen the case, but they would
have to have alegitimate reason for not appearing today. Mr. Ackerman believed the parties would have ten days to
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move to reconsider any order the Commission would enter, default or otherwise. The Commissioners opted to defer
further action on this agenda item until the completion of agenda item 10.

RULES UP FOR FINAL ACTION

10. Regulatory FeeIncrease and Expanding Bingo and PB/PT Classes:
WAC 230-04-202, WAC 230-04-203, WAC 230-04-204, and WAC 230-08-017:
Ms. Patjens explained the rule for an increase in license fees, is up for final action. The Commission islimited by the
amount it can increase fees by Initiative 601. They have to be consistent with the fiscal growth factor, which is 3.29
percent. Item 10A deals with the fees for charitable operators. They haven’'t had afee increase for three years. 1n June,
the Commission filed rules to expand the license classes and set fees accordingly (for Bingo operators) due to the new
law that allows them to operate up seven days aweek. It is expected that with being able to operate up to seven days a
week for Bingo, there will also be a corresponding increase in work for Pull-tabs. Typically, they run the Pull-tabs when
they’ re running their Bingo games. The Bingo rules actually went into effect in September, so charitable operators have
been able to expand their operations since then. A new feeruleisnot in place right now; and they’ ve been able to
operate at the higher level without one.

In the last few months the Commission has heard from some of the very large Bingo operators who have been expressing
some concern that they are already at the top level, the Class M level. What has been proposed under the new rulesisto
add additional classes, and the license fees for those very large operators would go up by afair amount.

Staff has looked at this again. Referring to their packets, M s. Patjens addressed Alternative 1. Under the current rules,
an entity with gross receipts of up to $15,000 pays alicense fee of $54. Under the new proposal in Alternative 1, they
would be looking at expanding that license classto allow gross receipts up to $25,000. The net effect of that will benefit
all Bingo operators because they will be able to have higher gross receipts with a lesser fee than they would under the
current rules. Because of that, it aso helps the very large operators.

Item 10B -- the fees for commercial operators. They have also expanded the classes for Pull-tab operators.
Item 10C -- the feesfor individuals.

Item 10D -- the fees for the identification stamps, the stamps put on games and different gambling equipment to help
staff track them.

Ms. Patjens noted that in addition to the testimony heard the last couple of months; staff received an e-mail from Pat
Ingram, who suggested that the Commission not have afee increase. She feels we are pricing the people still trying to
survive out of business, and she encouraged the Commission to look at electronic gambling.

Director Day provided a PowerPoint presentation to refresh the Commission on where the agency is with fees and
revenue sources. He thought it was important to reflect on the statute, which in net effect says that the Commissionis
responsible to raise fees to cover the costs of licensing and enforcement in related sections of 9.46. Thisis agenera
reference, however, the Commission is responsible for collecting the dollars they need to do the job. In relation to 1-601,
the Commission can only increase up to the fiscal growth factor -- it limits state fee increases to the fiscal growth factor
unless legidlative approval isreceived. That determination of the growth factor is not the Commission’s responsibility,
but the Office of Financial Management. That ends up impacting the Commission’s ability to raise the appropriate fees
if thereisalarger increase in one year. For instance, thisyear is 3.29 percent, and if we pass on an increase one year, the
agency can't get that back if there is amore dramatic increase in expenses later on. Asaresult, it limitsthe
Commission’s ability to manage the budget to a certain extent because we can only get that small percentage. If one area
is more costly to regulate, we can’t increase the feesin that area at a higher percentage in order to offset the expense.

Director Day displayed a historical rendition of the fiscal growth factors that were determined by OFM and noted the
years in which the Commission had not increased fees. Director Day noted that revenues are generated through license
fees and various miscellaneous sources. The primary source remains Punchboards and Pull-tabs, followed by house-
banked card rooms and card room employees. The Commission also receives certification and regulatory fees as a result
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of Tribal Compacts with the state. Right now, the total amount of fees estimated to be collected is $28,545,000.

Director Day reviewed the Commission’s revenue and expenditure projections based on he Commission’s approved
budget, and reviewed the agency’ s fund balance. Over the years, the Commission has been trying to manage the budget
between athree and six months’ reserve.

Director Day explained that staff wanted to find out what might happen if the fee increases were delayed, and noted that
each of the proposals has the expanded classes included. The rule on the classes is before the Commission because the
legidative change adding additional days may very well result in additional revenue. Their previous schedule stopped at
four million. The new class schedule accommodates any growth above that four million as a result of the new
legislation. He provided a scenario of what would happen if the fee increase were delayed until June 30, and, a scenario
of what the fund balance line would look like without the fee increase at al, but still having the expanded classes.
Director Day noted that afee increase in one total year is worth about $346,000. Subsequently, a delay of the effective
date to June 30, would only generate revenues of $176,000. Commissioner M cLaughlin asked if the agency could
absorb $175,000. Director Day responded that we' ve been able to reduce expenses, and staff believes they could delay
the effective date, and the Commission would still be within the desired fund balance. He noted that a delayed effective
day actually makes it easier for staff because it gives the licensing shop six months to get notices out, implement the new
fees, and deliver them, rather than trying to get that all taken care of and ready to go by January. He also noted that
even with adelay in increases, it would preserve the base in this biennium, and the Commission wouldn’t lose the
$342,000 across the board.

Director Day noted the proposal Mr. Fries submitted would give the Commission the opportunity to react to the new
legislation by providing additional classes if there is growth, and not bring any of the operatorsinto that additional cost
immediately. It would have the effect of actually lowering licensing costs for the Bingo licensees in the short term.

Staff anticipates this would essentialy be revenue neutral for the agency because of increases in Pull-tabs on one side,
decreases in Bingo, and possible increases due to the class growth. However, if that didn’'t materialize, and there was the
straight reduction in Bingo fees, the Commission could experience up to a $70,000 decrease in revenue. Combining the
two, the Commission could be giving up about $220,000 in revenues. Director Day noted that overall, the fee increase is
going to gain the Commission about $342,000 over the biennium in 2004. If that is applied to the current cash balance,
he believed the Commission would be maintaining a solid cash balance, and would not be collecting any more than
needed. Chair Orr asked for questions, and there were none.

Mr. Ackerman interjected and reminded the Chair that since they were holding Mr. Goulding and an interpreter in the
meeting, they were now 35 minutes past the time scheduled for the last hearing. He suggested that it would be
appropriate to again call the Hin and Kem petitions for review and if no one appeared entertain a motion for default on
those matters.

Chair Orr called for Mr. Hin or Mr. Kem or their legal counsel to come forward. He called on Mr. Goulding to resume
the hearing. Mr. Goulding advised that he had not seen either party, and moved for a Default Order.

Commissioner Niemi made a motion seconded by Commissioner L udwiq for an order for default for both of the two
card room employees, Mr. Hin and Mr. Kem. Vote taken, the motion passed unanimously.

Chair Orr referred back to Item 10, and called for public comment.

Ric Newgard, Executive Director, Seattle Junior Hockey Association, said he appreciated what Mr. Fries and staff have
done for the Bingo license fees --it was very well done and helps the industry. He thanked staff for that. However, the
new legislation fee for the Pull-tab licenses did not change the way Pull-tabs have been operated in the state since 1973.
He advised that he has been running Pull-tabs for the last two years, seven days aweek. Nothing has changed in his
operation. Hislicense fee on this rule change would go from $10,000 to $17,000. He asked someone to explain, under
the 3.29 percent or 1-601 limitations, how he could go from $10,000 to $17,000 and still fall within the “reasonable” fee
increase.

Commissioner Ludwig said he didn’t have an answer, but he had a question. He inquired how Mr. Newgard previously
supported a seven-day aweek pull-tab business. Mr. Newgard said they sublet part of their Bingo hall to a casino, and
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then he opens his pull-tabsin the Bingo hall, and the people in the casino simply come over and play the pull-tabs if they
wish. Commissioner Ludwig asked if the card room operation has Pull-tabs. Mr. Newgard said no.

Commissioner Niemi inquired which classhewasin. Mr. Newgard responded that he was currently in ClassM and
affirmed that he grosses somewhere below $6 million, and that approximately 78 cents on every dollar goes back to the
player. Commissioner Niemi noted that if he makes up to $5 million gross, then his fee would be $15,000 — 17,000.
Mr. Newgard agreed.

Commissioner McL aughlin asked if they have been operating at alower level, at seven days, for how many years. Mr.
Newgar d responded that he has been following the law, and paying the current fees, and that he was still looking for an
explanation on how he could go from alittle over $10,000 to $17,000 in fees, and not have it be called afee increase or
reclassification. Director Day responded that when the Bingo operations were alowed to go from three daysto seven
days, the biggest motivating factor was, yes, there may be some additional pull-tabs sold. Once those operations go to a
full seven days, if they choose to, sales should increase in pull- tabs not independent from, but directly connected to the
change in the statute on Bingo. Pull-tabs had the same problem as Bingo. Their schedule was capped, which was really
not in the interest of fairness.

The second issue related to consistency. There is a class schedule on both sides of the house. ThereisaBingo class
schedule and a pull-tab class schedule. 1f they added classes just on the Bingo side, they would have systems that were
capped with M on one side and not capped at M on the other side. Director Day believed it depended on what the
Commission does. If the aternative for Bingo fees were adopted, and the alternative schedule, at least there would be
some offset, which is part of why staff looked at this as somewhat revenue neutral. Mr. Newgar d said he assumed that
capping off the pull-tab level was because there was alevel at which the regulatory responsibility, or the cost of the
regulatory responsibility, had a certain peak in which it cost a certain number of dollars to regulate. Once they hit that
peak, there was no need to go beyond that in license fees. The pull-tab operation has not been changed by the
legidlation—it's still seven days a week—and his question remained how he could go from $10,000 to $17,000 in license
fees and still fall within the parameters of the 3.29 percent or the I-601. Mr. Newgard emphasized that there are
licensees that have been running pull-tabs seven days a week for thirty years (commercial operators).

Derry Fries, Assistant Director asked to make a point of clarification. He explained that when staff looked at the costs
for regulation, licensing, and enforcement, it was not direct services to one individual or one organization. He advised
that staff takes a holistic view, and staff believes the licensing fees proposed are the appropriate amount needed to
manage and regulate gambling activities in the state of Washington.

Commissioner McL aughlin inquired whether commercials pay the same on Punchboards. Mr. Friesaffirmed. Mr.
Ackerman advised that by statute, the Commission is required to collect fees sufficient to fund all of its activities.
Licensing fees finances all the activities the Commission has. What the Commission isdoing is making a policy call as
to how they are going to allocate those fees in the future. They’ ve made that determination that it is necessary to expand
the classes, and they have allocated those fees in that manner. The Commission must have sufficient monies, and

they’ ve chosen to allocate it in this fashion. Some people will be benefited by the changes the Commission is making to
the fee schedule; other people will be disadvantaged by it. However, it al runs back to the Commission’s obligation
statutorily to recover the funds necessary to operate the agency. People may disagree about the appropriateness of the
classifications the Commission is considering, but, it’s a policy choice to make, and as he understands it, it's essentially
revenue-neutral in the amount of money the agency is raising.

Gary Murray, Recreational Gaming Association, addressed Mr. Newgard’ s question to the director and the director’s
answer relevant to the changes in the scope of the gaming classes of Bingo operating seven days aweek. He didn't
believe it had a correlation to the commercia stimulant or the for-profit groups and why theirs expanded since there was
no change in activity. He believed that it was just to keep consistency between the two.

Mr. Murray noted that on several occasions their members have discussed the price for unemployed people to become
licensed. Right now, it costs $279 or $281 for someone to get into thisindustry. He emphasized that it is difficult for
unemployed people to come up with $300 to even apply. His organization is asking the Commission to look carefully at
how much it coststo enter this business, which is heavily regulated. They ask the Commission to consider whether the
entry license fee might be too high. The argument has been that the Commission charges for services rendered. The
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presentation just provided notes that the Commission raises fees to provide an overall service, and doesn’t charge per
service for direct services that are received. Commissioner Niemi responded that the state has many licensing agencies,
some of which are within other agencies. They license lawyers, doctors, massage therapists, and in every occasion, the
people being licensed pay afeeto belicensed. It costs more to license people for gambling because they have to pay for
background checks, and etc. She felt the Commission's fees, when compared to every other licensing area, are
reasonable. Mr. Murray said they understand and don’'t disagree that it costs alot of money to investigate a person and
license aperson. The concern isthat it makesit difficult for someone from a disadvantaged background.

Commissioner M cL aughlin asked how much the fee increase was. Mr. Fries responded the increases were from $230
to $237 in state, and from $286 for $295 for out-of-state applicants. Commissioner McLaughlin didn’t think that was
unreasonable. Mr. Murray agreed that the increase is not unreasonable. However, the desire was for the Commission to
look at the whole structure, and the entry levels the license fees start at.

Mr. Murray aso commented regarding the Governor and OFM seeing Gambling Commission money sitting in the
bank, and their potential to go after Commission funds again. Early implementation of the fee increase may increase the
fund balance. His organization feels they would be paying double for license fees, especially if another fund transfer
occurs. Chair Orr agreed and said he was very upset at the way OFM was doing business. However, the Commission
has an obligation to run this shop. He advised the Commission understands what the organizations are saying, and he
wished there were some way to correct the action.

Tim | szley addressed the stamp machine fee increase, noting it’ s different from the other license fees because it is not
prorated. It isthe same cost whether the stamp is purchased in January or December. He hoped the Commission would
consider such application of the license fee. He also spoke to the in-state license fees for new dedlers. He advised there
have been a couple of changes recently to what’s going to be required on new applications for dealers. Thefirst isthe
transfer to the classes, and he noted the burden of that is going to be put on the operators now, so there should be a
reduction in expense to the Commission. However, instead of areduction in fees, the industry is seeing an increase in
fees. He suggested looking at the difference between the fees in the Bingo managers and dealers. Bingo managers arein
a position where they could do much more harm to their organization than adealer. He believed deders are carefully
regulated and watched internally. Feesfor a Bingo manager are going from $166 to $171 and the first time dealers are
going from $230 to $237. Mr. Iszley advised that he would appreciate the Commission considering the on-going
increases and impacts to the potential employees.

lan Foaker, Douglas Press, shared the cost of manufacturer representative fees that he is charged in other states:
Minnesota, $125; California, nothing; North Dakota, nothing; Wyoming, nothing; Nevada, $25; Alaska, nothing;
Arizona, nothing; New Mexico, nothing for the same service. He noted that in his previous life he was a general sales
manager of a beer distributorship in Washington and he noted that the Washington State Liquor Control Board only
charges $25 per year for arepresentative license, for the same background checks. Commissioner M cLaughlin asked
what Washington charges and he responded $179, going to approximately $186-$187. Chair Orr cautioned him about
comparing costs between states because alot of the states he mentioned have state income taxes. Mr. Foaker thought
that Minnesota was perhaps the closest example to what Washington does, and he noted that they’re 35 percent less for
the same service.

Mr. Fries clarified that new license fees are substantially different than renewal license fees. It usually costs the agency
less to process the renewal license, versus processing a new application. Aslicense fees are considered, staff takes a
holistic view across the board of what it takes to regulate gambling in this particular area. For example, acard room
employee who performs his duty in an enhanced card room or a house-banked card room--the fee would be $237 for the
original license fee. Therenewal fee would be $146. The original license fee for a charitable nonprofit gambling
manager would be $171, and the renewa would be $82. The difference is that we don’t send fingerprints to the FBI for
a charitable nonprofit gambling manager. The agency facilitates police checks, and if thereis ared flag, we will
fingerprint the individual.

Commissioner M clL aughlin made a motion seconded by Commissioner L udwiq to adopt the fee increase, with staff’s
Alternative 1, and to delay the effective date until June 30, 2003.

Director Day affirmed that if it isthe Commission’s decision to delay the effective date until June 30, it still preserves
the increase in the base for this fiscal year, but defers about $150,000 in fees. If the implementation date were delayed
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further than that, there would be no fee increase at all thisfiscal year. Commissioner Niemi asked him to explain why
they shouldn’t start January 1. Director Day responded that decision is definitely up to the Commission. At this point,
the reason that would support this particular motion, would be that the Commission could delay the fee increase and still
operate according to the approved budget. The agency has the sufficient fund balance, which also goes to some of the
concerns that were expressed about collecting more fund balance monies than is necessary to operate the agency.
Secondly, by delaying implementation, it provides a six-month advance warning to the licensees who are going to
expand their operation to seven days, and allows them with a period of time where they can operate increased days
without paying any increased fees. It also will aid the agency's processing ability by allowing additional time to actually
provide the notice of fee increase, get the changes to the forms that are necessary, and begin that process on June 30"
Essentially, it preserves the agency’ s base funding, which will balance the budget and still provide sufficient revenue.

Chair Orr called for additional comments or questions. There were none. Vote taken; the motion carried unanimously.

11. Other BusinessGener al Discussion/Comments from the Public:
Chair Orr called for public comments. There were no further comments.

12. Adjournment:
With no further business, Chair Orr adjourned the meeting at 10:45. a.m. The next meeting is scheduled for January 9

and 10, 2003, in Olympia.

Minutes submitted by:

Shirley Corbett
Executive Assistant
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